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COMMISSIONERS 2008 APR I 8 P 2: 30 

MARC SPITZER 
MIKE GLEASON 
KRISTIN K. MAYES 

lN THE MATTER OF THE FILING BY 
TUCSON ELECTRIC POWER COMPANY 
TO AMEND DECISION NO. 62103 

DOCKET NO. E-0193314-05-0650 

STAFF REQUEST FOR 
PROCEDURAL ORDER 

On September 12, 2005, Tucson Electric Power Company (“TEP” or “Company”) filed a 

Motion to Amend Decision No. 62103, pursuant to A.R.S. 5 40-252, along with the Direct Testimony 

of James Pignatelli. As described by the Company, TEP wants to amend Decision No. 62103 to 

provide for: 

(a) The extension, beyond December 31, 2008, of the existing TEP rate freeze at TEP’s 

Base Rate; 

The retention of the current Competitive Transition Charge (“CTC”) amortization 

schedule; 

The agreement of TEP not to seek rate treatment for certain generation assets; and 

The implementation of a mechanism to protect TEP and its customers from energy 

market volatility, to be effective after December 3 1 , 2008. 

(b) 

(c) 

(d) 

According to TEP, the benefits of its proposal are that through 2010 TEP’s base rates will 

remain below the rates set in 1994, the cost of certain generating assets will be excluded from TEP’s 

rate base, and that TEP will assume much of the risk of energy market volatility. 

TEP believes that when the rate freeze established in Decision No. 62103 terminates on 

December 31, 2008, TEP would charge market rates for its generation service. TEP states that its 
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current base rate is 8.3 cents per kWh, but that under current market conditions, TEP ratepayers 

would face a 10 to 15 percent increase in base rates. 

Other Parties to the proceeding disagreed as to whether amendments to the 1999 Settlement 

Agreement are necessary to achieve TEP’s stated goals of providing customers with rate stability and 

predictability and protection from future volatile energy charges. AECC, for example, suggested 

suspending these proceedings to permit the Parties to the 1999 Settlement Agreement to participate in 

negotiations. Staff believed the TEP Motion should be dismissed because: 1) TEP failed to satisfy 

the requirements of A.A.C. R14-2-103; 2) the Motion is premature; and 3) the Motion fails to 

sufficiently support and describe the relief it seeks. In particular, Staff disagrees with TEP’s assertion 

that when the rate freeze expires at the end of 2008, that TEP is authorized to charge market-based 

generation rates without further order by the Commission. 

The Commission subsequently issued a decision in the above-captioned matter. The 

Commission’s Findings of Fact included findings (in relevant part) that: 

1. The meaning of Decision No. 62103 and the 1999 Settlement Agreement, and their 

effect on rates after 2008, is currently in dispute; 

2. In its exceptions, TEP argues that Decision No. 62103 and the 1999 Settlement 

Agreement give it the right to charge market-based rates for generation under the MGC after 2008. 

TEP argues that it, and its customers, deserve certainty; 

3. 

4. 

Resolving this dispute as soon as possible is in the public interest; and 

A hearing should be held under A.R.S. § 40-252 to consider amending Decision No. 

62103 and the 1999 Settlement Agreement. The hearing, at a minimum, shall address the following 

issues: the viability of the 1999 Settlement in light of the Track A, Track B and the Phelps Dodge 

decisions. The findings directed that the hearing should include “discussion and presentation of 

evidence regarding the individual parties’ opinions of whether TEP will be able to charge market- 

based rates or cost-of-service rates after 2008.” In addition, the hearings are directed to include the 

proposals outlined in TEP’ s original application, Demand Side Management, Renewable Energy 

Standards and Time of Use tariffs. 
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In light of the Commission’s Decision, Staff submits this Request for Procedural Order. Our 

intent is to identify a procedure that will allow an “expeditious but complete review of these matter.” 

In its Exceptions to the Recommended Opinion and Order, as well as in its arguments before 

the Commission at Open Meeting, TEP stressed the importance of reaching a determination on the 

issue of whether it is authorized to “charge market-based rates” for its generation commencing in 

2009. TEP’s primary objection to other Parties’ suggestions that all of its requests would best be 

addressed in a rate case involved its stated view that to require consideration in a rate case would 

amount to prejudging the issue of whether it could lawfully charge market-based generation rates in 

2009. Staff does not necessarily agree with this view, because the Commission could certainly 

require TEP to file a rate case in the alternative, i.e., under both cost-of-service and market-based 

assumptions. 

Nonetheless, an efficient way to address this matter is by examining first the issues 

surrounding TEP’s assertions that it is entitled under the 1999 Settlement Agreement to charge its 

customers market-based generation rates commencing in 2009. Staff has not to date seen any 

specific description by TEP of how it anticipates rate determinations that would allow this to occur 

might be made. To date, TEP’s assertion regarding its anticipated rate structure in 2009 is the 

simplistic statement that it believes that it would involve market-based generation rates. 

Therefore, Staff believes that the initial filing in this matter should be a complete explanation 

by TEP of its proposal including an identification of all of the rate elements that it believes would 

apply to each of its standard offer customers, effective January 1, 2009. TEP’s proposal should 

include projected rate impacts on standard offer customers’ total bills from having market-based 

generation rates compared with cost of service generation rates. If TEP made such a filing, including 

an explanation of how its proposals could be effective and lawful under the Track A, Track B, and 

Phelps Dodge decisions, other Parties would be in a posture to understand to what they should be 

responding. For example, does TEP anticipate market-based rates being adopted for generation that 

continues to be owned by the utility or an affiliate? If so, how does that comply with the referenced 

decisions? If not, when should we expect that TEP will be submitting an application to divest its 

generation assets? 
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Staff would anticipate that TEP might be in a position to provide a complete application 

within approximately 60 - 90 days from the date of a Procedural Order. We would anticipate that 

Parties would be given a similar period of time to develop a response to TEP’s application. TEP 

could then file a rebuttal case in another 20 or so days, with surrebuttal filed about two weeks 

thereafter. A hearing could be held, followed by briefs. Staff would believe that the most efficient 

manner of addressing these issues in their entirety would involve presenting the issue of rate setting 

for generation to the Commission for decision based upon a Recommended Opinion and Order 

developed from this process. 

Whatever the resolution of this issue might be, Staff believes that the subsequent proceedings 

:odd be accomplished in time to place the Commission in a position to have resolved all rate-related 

issues before the rate moratorium expires on January 1, 2009. With respect to the other issues raised 

by TEP in its original application, Staff believes that these issues are best resolved after the 

resolution of how rate setting for generation is accomplished. For example, if TEP is to be on cost- 

of-service rates, the ECAC process does not seem to be a meaningful one. Similarly, if TEP is 

authorized to divest its generation assets and charge standard offer customers generation rates that are 

Dased on market conditions, some kind of adjustor mechanism would be necessary to allow the costs 

to be recovered without under or over charging customers. If the result is that TEP is required to 

keep its ownership of existing generation assets, but acquire any new generation necessary to serve 

Its customers from the competitive market, consistent with Track A and Track B, some adjustor 

mechanism may be appropriate. Additionally, a prescribed set of standards for the acquisitions 

would seem to be required, again consistent with the Track A and Track B decisions. 

With respect to Demand Side Management, Renewable Energy Standards and Time of Use 

tariffs, those issues are best addressed in sequence following resolution of how to set rates for 

generation. Conducting the proceeding in this sequence will allow the primary issue raised by TEP to 

be decided first and promptly, while preventing issues related to Demand Side Management, 

Renewable Energy Standards and Time of Use tariffs from being decided in an inappropriate context. 

Staff requests that the Presiding Administrative Law Judge issue a Procedural order 

Zstablishing procedures and dates for this proceeding that are consistent with the Commission’s 
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decision and believes that we have outlined the most efficient process for addressing the identified 

issues. 

RESPECTFULLY SUBMITTED this 1 gTH day of April, 2006. 

a e. ~4 
ChristoDher C. KemDlev 

A .  

Janet Wagner 
Janice M. Alward 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

Original and thirteen (1 3) copies 
Df the foregoing were filed this 
1 8th day of April, 2006 with: 

Docket Control 
4rizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Lhty of the foregoing mailed this 
18 day of April, 2006 to: 

Michael W. Patten 
Roshka, DeWulf & Patten, PLC 
One Arizona Center 
400 E. Van Buren, Suite800 
Phoenix, AZ 85004 
4ttomeys for Tucson Electric Power Company 

Raymond S. Heyman 
Senior Vice President and General Counsel 
UniSource Energy Corporation 
One South Church Avenue, Suite 1820 
Tucson, AZ 85701 
Attorneys for Tucson Electric Power Company 

Michelle Livengood 
Tucson Electric Power Company 
One South Church Avenue, Suite 200 
Tucson, AZ 85701 
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Walter W. Meek, President 
Anzona Utility Investors Association 
2100 North Central, Suite 210 
Phoenix, AZ 85004 

C. Webb Crockett 
Patrick J. Black 
Fennemore Craig, P.C. 
3003 North Central, Suite 2600 
Phoenix, AZ 85012-2913 
Attorneys for AECC, Phelps Dodge 

Scott Wakefield 
Residential Utility Consumer Office 
1 1 10 West Washington, Suite 220 
Phoenix, AZ 85007 

Mining Company and ASARCO, Inc. 

Vicholas J. Enoch 
hbin  & Enoch, P.C. 
349 North Fourth Avenue 
'hoenix, AZ 85003 
2ttorneys for IBEW Local 11 16 

'eter Q. Nyce, Jr. 
Seneral Attorney, Regulatory Law Office 
Iffice of the Judge Advocate General 
lepartment of the Army 
101 North Stuart Street, Room 713 
blington, VA 22203- 1644 

>an Neidlinger 
Jeidlinger & Assoc. 
I020 North 1 7th Drive 
'hoenix, AZ 85015 

'imothy M. Hogan 
bizona Center for Law in the Public Interest 
(02 East McDowell, Suite 153 
'hoenix, AZ 85004 

)avid Berry 
Yestern Resource Advocates 
I. 0. Box 1064 
Icottsdale, AZ 85252-1064 

iric Guidry 
hergy Program Staff Attorney 
Vestern Resource Advocates 
260 Baseline Road, Suite 200 
ioulder, CO 80302 
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Jeff Schlegel 
SWEEP Arizona Representative 
1167 West Samalayuca Drive 
Tucson, AZ 85704-3224 

Thomas L. Mumaw 
Karilee S. Ramaley 
Anzona Public Service Company 
400 North Fifth Street, MS 8695 
Phoenix, AZ 85004 

Kimberly A. Grouse 
Snell & Wilmer LLP 
One Arizona Center 
Phoenix, AZ 85004-2202 
Attorneys for APS 

Lawrence Robertson 
P. 0. Box 1448 
rubac, AZ 85646 
4ttorneys for Sempra Energy Resources and 

Southwestern Power Group I1 
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